
1 

 
 
FOR IMMEDIATE RELEASE       
August 7, 2006           
 

FACT SHEET 
 

SANDERS TO RETURN MORE THAN $1 MILLION TO WATER 
AND WASTEWATER DEPARTMENTS; IMPLEMENT TIGHTER 

ACCOUNTING CONTROLS AS A RESULT OF AUDITS 
 

AUDITORS FIND NO EVIDENCE OF ABUSE OF RATEPAYERS  
FUNDS OR MISUSE OF BOND PROCEEDS 

 
Mayor Jerry Sanders will recommend to the City Council that more than $1 million be refunded 
to the City of San Diego’s water and wastewater enterprise funds. The Mayor will also 
implement tighter accounting controls as a result of his decision to adopt recommendations made 
by outside auditors hired to review transactions in these funds.   
 
At the Mayor’s direction, the City of San Diego entered into an agreement earlier this year with 
Mayer Hoffman McCann (MHM), an Independent firm of Certified Public Accountants to 
perform several procedures relating to specific financial transactions within the City’s Water and 
Wastewater Funds.   
 
The specific areas reviewed by MHM included: 1) tracing the use of revenues generated by a 
series of water rate increases for fiscal years 2003, 2004 and 2005 approved by the City Council; 
2) tracing the use of revenues generated by a series of wastewater rate increases for fiscal years 
2002, 2003, 2004, and 2005 approved by the City Council; 3) tracing the use of the proceeds 
from the Series 2003 Water Revenue Bond; 4) tracing the use of the proceeds from the Series 
2004 Wastewater Revenue Bond; 5) reviewing transfers and interfund charges (including Service 
Level Agreement charges) paid by the Water Fund  to other City Funds (including the General 
Fund) for the fiscal year ending June 30, 2003; and 6) the same for Wastewater Funds.   
 
Chief among their projects was to search for any pattern of abuse or misappropriation of 
water and wastewater funds. The auditor did not find any evidence of abuse of ratepayer 
funds or misuse of bond proceeds.  
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MAYOR AGREES WITH AUDITORS’ CALL TO IMMEDIATELY RETURN $1,072,898 
 
• Based on findings made by MHM, Mayor Sanders will recommend to the City Council that 

$644,206 be returned immediately to the Water Department enterprise fund and $428,692 
returned to the wastewater department’s enterprise fund. 

 
• The money is a repayment for a number of fund transfers that auditors at MHM labeled as 

questionable. 
 
• Mayor Sanders has previously announced his intent to return more than $2 million to 

the water and wastewater funds following recommendations made by the San Diego 
County Grand Jury earlier this year. 

 
• The Mayor has recommended the return of the funds as part of his ongoing effort to maintain 

the integrity and focused use of water and wastewater department funds. 
 
• The MHM auditors found five specific instances totaling $644,206 of questionable transfers 

from water department funds. These transfers included: 
 

 $280,000 to the City’s General Fund for construction costs of the “Kiddie Hall” day care 
facility playground. 

 $238,475 to the General Fund for costs associated with the City’s Equal Opportunity 
Contracting Program 

 $79,629 to the General Fund for a portion of the City’s lobbying contract costs 
 $35,085 to the City’s Special Training Fund for reimbursement of the Career 

Development and Mentoring Program, and 
 $11,017 to the Special Training Fund for certain costs of the Equal Employment 

Opportunity Program. 
 
• MHM also found four instances totaling $428,692 of questionable transfers from wastewater 

funds. These transfers included: 
 

 $254,302 to the City’s General Fund for the Equal Opportunity Contracting Program 
 $87,353 to the General Fund for a potion of the City’s lobbying contracts 
 $73,407 to the City’s Special Training Fund for reimbursement of the Career 

Development and Mentoring Program, and 
 $13,630 to the Special Training Fund for certain costs of the Equal Employment 

Opportunity Program 
 
MAYOR DEMANDS BETTER RECORD KEEPING TO MEET AUDITORS’ CONCERNS. 

 
• Mayor Sanders directed the City’s Chief Financial Officer and MHM to search for any 

pattern of abuse or misappropriation of water and wastewater funds. The auditor did not find 
any evidence of abuse of ratepayer funds or misuse of bond proceeds.  

 
• MHM did make recommendations for the improvement of certain accounting practices and 

record keeping standards. The Mayor has directed all City staff to immediately implement 
the changes necessary to address the MHM concerns. 
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• These include: 
 

 Confirming that all expenses from water and wastewater funds are appropriately 
accounted for and recorded prior to actual payments from the funds. 

 
 Insuring that the City conducts a more thorough analysis and keeps better records for all 

transactions in the Water Department’s bond funds. This is to insure that bond proceeds 
are not drawn down prematurely or expended prior to an actual cash payment being 
made. 

 
 Improving calculation methods for Capital Improvement Projects coming from the Water 

bond. 
 

 Including a clearly written rationale for allocations made between projects as part of 
journal entries in the accounting ledgers for these funds. 

 
MAYOR SETS TASK FORCE TO REFORM SERVICE LEVEL AGREEMENT PRACTICES 
 
• Mayor Sanders has convened a task force to review and offer recommendations to reform 

and monitor the City’s use of Service Level Agreements (SLAs). 
 
• These agreements are used by City Departments to account for costs incurred in providing 

services to other City funds. 
 
• The Mayor has already terminated those SLA’s called into question by the Grand Jury and 

reported on by MHM. 
 
• The new task force will complete its review process and will return to the Mayor with 

recommendations for improvements and reforms before the end of this calendar year. 
 
• The task force will include Jay Goldstone, the City’s Chief Financial Officer, a representative 

of the City Auditor’s Office, a representative from the City Attorney’s office and 
representatives drawn from the City’s Public Works, Land Use and Economic Development, 
Neighborhood Services and Public Safety Departments. 

 
• The Mayor will also ask Independent Budget Analyst Andrea Tevlin to participate in this 

task force. 
 
 



 
 
 
 
 
 
 
August 7, 2006 
 
TO:  Council President and Members of the City Council 
 
FROM:  Mayor Jerry Sanders 
 
SUBJECT: Management Responses to the Findings of the Water and Wastewater 

Agreed Upon Procedures 
 
 
This memorandum is intended to serve as management’s response to the findings and 
recommendations specified in the various reports prepared by Mayer Hoffman McCann 
(MHM).  Attached hereto are these various reports as well as a separate response 
prepared by the City Attorney for those recommendations specifically focusing on the 
City Attorney’s Office.  I have reviewed the findings and recommendations and will be 
bringing forward for City Council consideration specific recommendations to repay the 
Water and Wastewater Funds based upon these findings.  
 
The City of San Diego entered into an engagement agreement with Mayer Hoffman 
McCann, an Independent CPA firm, to perform several agreed upon procedures relating 
to specific financial transactions within the City’s Water and Wastewater Funds.  These 
agreed upon procedures were performed on a test basis in order to determine the 
reliability of the systems and procedures as well as to assess the City’s practices of 
charging one fund for services provided by another.  The specific areas reviewed 
included: 
 

1. Tracing the use of revenues generated by a series of water rate increases for 
fiscal years 2003, 2004 and 2005 approved by the City Council; 

 
2. Tracing the use of revenues generated by a series of wastewater rate increases 

for fiscal years 2002, 2003, 2004, and 2005 approved by the City Council; 
 

3. Tracing the use of the proceeds from the Series 2003 Water Revenue Bond; 
 

4. Tracing the use of the proceeds from the Series 2004 Wastewater Revenue 
Bond; 

 
5. Reviewing transfers and interfund charges (including Service Level Agreement 

charges) paid by the Water Fund to other City funds (including the General Fund) 
for the fiscal year ending June 30, 2003; and 

 
6. Reviewing transfers and interfund charges (including Service Level Agreement 

charges) paid by the Wastewater Fund to other City funds (including the General 
Fund) for the fiscal year ending June 30, 2003. 
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More detailed descriptions of the procedures performed by MHM are incorporated in 
their various reports which are attached to this memorandum.  Based upon the results of 
the procedures performed, there were a number of findings and recommendations 
intended to improve past practices of the City.  Management concurs with the 
recommendations and will take the necessary steps to improve or change past 
practices.  Specifically, this report is represents managements’ responses to MHM’s 
recommendations. 
 
 

AGREED UPON PROCEDURES FOR RATE INCREASE 
 
WATER 
 
MHM was able to confirm the calculation of the revenue generated by each increase and 
to reasonably test the expenditures associated with these increases.  The results 
suggest that the revenues generated from the series of rate increases were 
appropriately expended and no specific recommendations were made.  As such, no 
responses are required by staff. 
 
 
WASTEWATER 
 
Consistent with the results of the Water rate increase review, MHM was able to confirm 
the calculation of the revenue generated by each increase and to reasonably test the 
expenditures associated with these increases.  The results suggest that the revenues 
generated from the series of rate increases were appropriately expended and no specific 
recommendations were made.  As such, no responses are required by staff. 
 
 

AGREED UPON PROCEDURES FOR USE OF BOND PROCEEDS 
 
WATER 
 
MHM Recommendation 1 (page 3):  We recommend that the bond fund only be 
charged for expenditures incurred and paid or payable.  Generally Accepted Accounting 
Principles provide that expenditures would only be recorded if the City Attorney’s office 
believed that it was probable that the City would have to pay the contractor the $1.8 
million.  If the Attorney’s office believed that the risk of loss was only possible or remote 
(as those terms are defined by professional standards), the liability and expenditure 
would not be recorded in accordance with Generally Accepted Accounting Principles. 
 

City Management  Response:  Agree.  Staff concurs with this recommendation 
and will establish procedures to ensure that the proper recording of expenses 
takes place and that a more thorough analysis occurs and that the results of such 
analysis are filed with the transaction paperwork.  It is also important that bond 
proceeds are not drawn down prematurely and expensed prior to an actual cash 
payment is made. 
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MHM Recommendation 2 (page 3):  We recommend that the CIP Analyst modify the 
allocation spreadsheets to include the allocation calculations for each project.  The 
spreadsheets allocating costs across projects should also be retained with the vendor 
invoice to support project specific charges. 
 

City Management  Response:  Agree.  While the amounts in question are not 
material, better record keeping will be instituted. 

 
 
MHM Recommendation 3 (page 4):  We recommend that the individuals initiating 
journal entries provide documentation explaining the rationale behind allocations 
between projects.  The documentation should be attached to the journal voucher.  
Additionally, when a vendor invoice is allocated between projects, the individual 
preparing the allocation should attach documentation explaining the allocation 
methodology.  The documentation for transactions posted to the general ledger should 
stand on its own without further explanation from staff. 
 

City Management  Response:  Agree.  All practices associated with allocating 
charges will be reviewed and formal policies developed that will direct staff to 
provide and maintain better documentation in order to support decisions 
associated with the allocation costs. 

 
 
WASTEWATER 
 
MHM Recommendation 1 (page 3):  We recommend that the individual initiating 
correcting journal entries provide documentation supporting the amount of the 
adjustment.  The documentation should be attached to the journal voucher.  The 
documentation for transactions posted to the general ledger should stand on its own 
without further explanation from staff. 
 

City Management  Response:  Agree.  Procedures and practices within the 
Auditor and Comptroller’s Office will be evaluated and documented in order to 
ensure best practices are established and followed. 

 
 

AGREED UPON PROCEDURES FOR INTER-FUND TRANSFERS 
 
WATER 
 
Cost allocation and the use Service Level Agreements (SLA’s) has been a controversial 
issue for the City of San Diego.  While the basic concept behind the allocation of costs to 
various funds and cost centers is acceptable and widely used in most government 
agencies throughout the country and is prescribed for by the Federal Office of 
Management and Budget in OMB Circular A-87, the way in which they have been 
implemented in San Diego has lead to more questions than answers.  While there are a  
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series of recommendations suggested by MHM, the whole practice of the use of SLA’s 
will be reviewed by the City.  A committee will be established to review the 
appropriateness of all SLA’s and where appropriate more conventional cost allocation 
approaches will be implemented.  In March 2006, the City Council adopted a Cost 
Allocation Policy which describes when and how costs should be allocated to multiple 
funds and programs.  This Policy will serve as the foundation for changes. 
 
The City concurs with all of MHM’s recommendations and will take immediate steps to 
ensure that this practice does not continue.  Any funds inappropriately transferred in 
fiscal year 2006 will be returned to the appropriate fund, including but not limited to the 
findings and recommendations totally $644,206 found on pages 2 and 3 of the MHM 
Water Funds Transfer Report. 
 
In light of the global changes forthcoming in the City’s past practices, responses to 
specific recommendations beyond concurrence will not be made. 
 
With respect to those recommendations specific to the City Attorney’s Office, attached is 
a specific response from his Office.  The Mayor’s Office concurs with his responses and 
will work with his staff to ensure that all corrective and appropriate steps are taken. 
 
 
MHM Recommendation 1 (page 2):  We recommend that the General Fund reimburse 
the Water Fund for a portion of this transfer (based on the percentage of the adjacent 
building not utilized by Water Department employees. 
 

City Management  Response:  Agree.  It will be my recommendation to the City 
Council that the City’s General Fund refund the full $280,000 to the Water Fund for 
the construction costs for the Kiddie Hall playground.  In the future, prior to 
transferring any funds from the Water Fund, a clearly identified and defensible 
methodology will be developed. 

 
 
MHM Recommendation 2 (page 2):  We recommend that the City allocate costs of this 
program based on the number of participating project from each department.  The 
allocation base should be reevaluated and adjusted annually. 
 

City Management  Response:  Agree.  It will be my recommendation to the City 
Council that the City’s General Fund refund the full $238,475 to the Water Fund for 
the costs charged for the Equal Opportunity Contracting Program.  In the future, 
prior to transferring any funds from the Water Fund, a clearly identified and 
defensible methodology will be developed. 
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MHM Recommendation 3 (page 2):  The allocation should be based on specific 
lobbying activities using information received from the lobbyist. 
 

City Management  Response:  Agree.  It will be my recommendation to the City 
Council that the City’s General Fund refund the full $79,629 to the Water Fund for 
the costs charged for the lobbying contracts.  In the future, prior to transferring any 
funds from the Water Fund, a clearly identified and defensible methodology will be 
developed. 
 

 
MHM Recommendation 4 (page 3):  We recommend that the City evaluate the current 
allocation methodology and modify it to better align with the benefits to the Water Fund. 
 

City Management  Response:  Agree.  It will be my recommendation to the City 
Council that the City’s General Fund refund the full $35,085 to the Water Fund for 
the costs charged for the Career Development and Mentoring Program.  In the 
future, prior to transferring any funds from the Water Fund, a clearly identified and 
defensible methodology will be developed. 
 

 
MHM Recommendation 5 (page 3):  Since the program is funded through user charges 
based on employee attendance, additional transfers should not be made to cover other 
unfunded portions of the program.  Instead, the City should change the user rates to 
adequately cover the costs of the program. 
 

City Management  Response:  Agree.  It will be my recommendation to the City 
Council that the City’s General Fund refund the full $11,017 to the Water Fund for 
the costs charged Equal Opportunity Special Training Program.  In the future, prior 
to transferring any funds from the Water Fund, a clearly identified and defensible 
methodology will be developed. 

 
 
MHM Recommendation 6 (page 4):  City documentation policies conform to accepted 
methodologies.  In response to community concerns, we recommend that the Water and 
Wastewater Facilities Department augment this standard level of documentation with 
monthly reports describing in detail the benefits provided to the Water Department. 
 

City Management  Response:  Agree. 
 
 
MHM Recommendation 7 (page 5):  City documentation policies conform to accepted 
methodologies.  In response to community concern, we recommend that the Field 
Engineering and Water Department augment this standard level of documentation with 
monthly reports describing in detail the benefits provided to the Water Department. 
 

City Management  Response:  Agree. 
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MHM Recommendation 8 (page 7):  City Attorney personnel should be instructed to 
charge their time on their time cards in accordance with their actual hours expended 
rather than a predetermined allocation of time that conforms to the planned utilization by 
the various departments to which they were assigned. 
 

City Management  Response:  Agree.  See attached response from the City 
Attorney. 

 
 
MHM Recommendation 9 (page 7):  We recommend that the City Attorney’s Office 
also provide monthly reports describing in detail the benefits that were provided to the 
Water Department that month. 
 
 

City Management  Response:  Agree.  See attached response from the City 
Attorney. 

 
 
MHM Recommendation 10 (page 7):  Furthermore, since the City Attorney’s service 
level agreements only provide for enhanced levels of service, the City Attorney 
employees should be directed to only charge their time to the Water Fund when working 
on enhanced legal services.  Alternatively, the City may choose to change the 
authorized scope of this agreement to include all legal services (rather than only 
enhanced levels of service, as provided in the agreement). 
 

City Management  Response:  Agree.  See attached response from the City 
Attorney. 

 
 
MHM Recommendation 11 (page 7):  We recommend that the City implement 
procedures to emphasize the ethical integrity of City procedures and practices.  This 
would include a clear statement acknowledging the ethical expectations of the City.  
Procedures should be established specifying the person/persons that employees should 
contact regarding questionable instructions from supervisors and other questionable 
activities.  Training should be provided regarding ethical behavior in the workplace. 
 

City Management  Response:  Agree.  See attached response from the City 
Attorney. 

 
 
MHM Recommendation 12 (page 7):  We further recommend that the City evaluate  
any employees currently employed by the City that may have participated in 
inappropriate practices in the past.  An assessment should be made as whether or not 
those persons need to be re-trained or other appropriate action taken. 
 

City Management  Response:  Agree.  See attached response from the City 
Attorney. 
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MHM Recommendation 13 (page 7):  Should the City choose to continue charging the 
Water and Sewer Fund for salaried personnel of the City Attorney’s office, we 
recommend that the City explore the possibility of upgrading its payroll system to provide 
a more accurate allocation of costs to various cost centers.  This would include the 
identification of projects/activities, not just funds/departments on the time cards and in 
the labor distribution system. 
 

City Management  Response:  Agree.  See attached response from the City 
Attorney. 

 
 
MHM Recommendation 14 (page 7):  We further recommend that this system allow for 
costing to cost centers that would accommodate hours of service for salaried personnel 
in excess of the standard 80 hour pay period.  The pay of a salaried individual is fixed 
regardless of the number of hours worked that pay period.  Under generally accepted 
accounting principles, the fixed cost of each salaried employees’ compensation for a 
given pay period should allocated to the various funds/departments served by that 
employee in proportion to the hours actually expended for each fund/department. 
 

City Management  Response:  Agree.  See attached response from the City 
Attorney.  In addition, this is an issue that will be addressed Citywide. 

 
 
WASTEWATER 
 
As with the statements made relating the Water Fund inter-fund transfers, the City 
concurs with all of MHM’s recommendations and will take immediate steps to ensure 
that this practice does not continue.  Any funds inappropriately transferred will be 
returned to the appropriate fund, including but not limited to the findings and 
recommendations totally $428,692 found on pages 2 and 3 of the MHM Wastewater 
Funds Transfer Report. 
 
 
MHM Recommendation 1 (page 2):  We recommend that the City allocate costs of this 
program based on the number of participating project from each department.  The 
allocation base should be reevaluated and adjusted annually. 
 

City Management  Response:  Agree.  It will be my recommendation to the City 
Council that the City’s General Fund refund the full $254,302 to the Wastewater 
Fund for the costs charged for the Equal Opportunity Contracting Program.  In the 
future, prior to transferring any funds from the Water Fund, a clearly identified and 
defensible methodology will be developed. 
 



Council President and Members of the City Council –Management Responses 
August 7, 2006 – Page 8 
 
 
MHM Recommendation 2 (page 2):  The allocation should be based on specific 
lobbying activities using information received from the lobbyist. 
 

City Management  Response:  Agree.  It will be my recommendation to the City 
Council that the City’s General Fund refund the full $87,353 to the Wastewater 
Fund for the costs charged for the lobbying contracts.  In the future, prior to 
transferring any funds from the Water Fund, a clearly identified and defensible 
methodology will be developed. 
 

 
MHM Recommendation 3 (page 2):  We recommend that the City evaluate the current 
allocation methodology and modify it to better align with the benefits to the Wastewater 
Fund. 
 

City Management  Response:  Agree.  It will be my recommendation to the City 
Council that the City’s General Fund refund the full $73,407 to the Wastewater 
Fund for costs charged for the Career Development & Mentoring Special Training 
Program.  In the future, prior to transferring any funds from the Water Fund, a 
clearly identified and defensible methodology will be developed. 
 

 
MHM Recommendation 4 (page 3):  Since the program is already funded through user 
charges based on employee attendance, additional transfers should not be made to 
cover other unfunded portions of the program.  Instead, the City should change the user 
rates to adequately cover the costs of the program. 
 

City Management  Response:  Agree.  It will be my recommendation to the City 
Council that the City’s General Fund refund the full $13,630 to the Water Fund for 
the costs charged for the Equal Opportunity Special Training Program.  In the 
future, prior to transferring any funds from the Water Fund, a clearly identified and 
defensible methodology will be developed. 
 

 
MHM Recommendation 5 (page 4):  City documentation policies conform to accepted 
methodologies.  In response to community concerns, we recommend that the Facilities 
Maintenance Division augment this standard level of documentation with monthly reports 
describing in detail the benefits provided to the Metropolitan Wastewater Department. 
 

City Management  Response:  Agree. 
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MHM Recommendation 6 (page 5):  City documentation policies conform to accepted 
methodologies.  In response to community concern, we recommend that the Water & 
Sewer Design division augment this standard level of documentation with monthly 
reports describing in detail the benefits provided to the Wastewater Department.  The 
SLA agreement should also be modified to include all allowable non-labor costs that are 
intended to be charged through the SLA. 
 

City Management  Response:  Agree. 
 
 
MHM Recommendation 7 (page 5):  City documentation policies conform to accepted 
methodologies.  In response to community concerns, we recommend that the 
Development Services Department augment this standard level of documentation with 
monthly reports describing in detail the benefits provided to the Wastewater Department. 
 

City Management  Response:  Agree. 
 
 
 
 
 
 
 
 
Attachments 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Cc: Ronne Froman, Chief Operating Officer 
 Jay M. Goldstone, Chief Financial Officer 
 Andrea Tevlin, Independent Budget Analyst 







































































































Office of 
The City Attorney 
City of San Diego 

 
MEMORANDUM 

 
533-5800 

 
 
DATE: August 7, 2006 
 
TO:  Jay Goldstone, Chief Financial Officer 
 
FROM: Tom Zeleny, Deputy City Attorney 
 
SUBJECT: Implementation of the Independent Accountant's recommendations 

 
 
 In response to the two reports regarding the transfer of water and wastewater funds to 
other City departments issued by Mayer Hoffman McCann, the City Attorney's Office is 
implementing the policies and procedures set forth in the attached memorandum to all City 
Attorney's Office personnel.  These policies and procedures address all the recommendations set 
forth in the reports regarding the City Attorney's Office.  Please contact me if you have any 
questions. 
 
 
 
 
 



 

Office of 
The City Attorney 
City of San Diego 

 
MEMORANDUM 

MS 59 
 

533-5800 
 
 
DATE: August 4, 2006 
 
TO:  All City Attorney’s Office personnel 
 
FROM: Tom Zeleny, Deputy City Attorney 
 
SUBJECT: Independent Accountant’s recommendations regarding the billing of the Water 

and Sewer Funds 

 
 

INTRODUCTION 
 

A few months ago, the Mayor’s Office hired the firm of Mayer Hoffman McCann 
(“MHM”), an accounting firm, to audit certain aspects of the City’s Water and Wastewater 
Departments.  Both departments are facing stricter regulatory requirements that may obligate the 
City to increase water and sewer rates to achieve compliance.  Before recommending any rate 
increases, the Mayor’s Office needs assurances that the funds currently being collected for water 
and sewer purposes are being spent properly.  One component of the audit was to review the 
propriety of transfers of water and sewer funds to other City departments in FY02.  The final 
reports regarding these transfers are being released Monday. 
 

In its reports, MHM concludes that of all the departments interviewed, only the City 
Attorney’s Office was not billing the water and sewer funds based on actual hours worked.  
MHM criticizes the Office’s past practice of billing based on “planned utilization,” indicating 
such a practice is inconsistent with generally accepted accounting principles.  MHM 
recommends a number of changes be implemented with regard to the billing of the water and 
sewer funds.  The City Attorney is immediately implementing these recommendations.  MHM’s 
recommendations, and the plan to implement them, are outlined below.   

 
RECOMMENDATIONS 

 
Recommendation No. 1:  All City Attorney personnel should charge their time on their time 
cards in accordance with their actual hours expended rather than a predetermined allocation. 
 
 The City Attorney previously instructed all personnel to charge only for hours actually 
worked.  Some questions have come up as to whether certain meetings and other activities are 



 

 2 

appropriate to charge to the water and sewer funds.  A list of these meetings and activities will be 
created and distributed along with determinations as to whether each is appropriate to bill to the 
water and sewer funds, or the general fund. 
 
Recommendation No. 2:  The City Attorney’s Office should provide monthly reports describing 
in detail the work performed for the water and sewer departments. 
 
 Since the Grand Jury issued its report on service level agreements a few months ago, 
attorneys advising the water and wastewater departments have been recording the actual 
activities performed for the departments each day, along with the actual hours worked.  Support 
staff working with these attorneys are also listing their activities and hours worked, or will be 
soon.  These reports being generated by the attorneys and staff can be transmitted to the water 
and sewer departments on a monthly basis, though it may be preferable to coincide the reports 
with the end of a pay period (e.g. every 4 or 6 weeks).  The City Attorney’s Office will confer 
with the various departments as to which reporting period best suits their needs. 
 
Recommendation No. 3:  Since the City Attorney’s service level agreements only provide for 
“enhanced” levels of service, City Attorney personnel should only charge for enhanced legal 
services or alternatively, change the scope to include all legal services. 
 
 Generally, the types of legal services provided under the service level agreements are 
transactional, construction litigation, specialized regulatory litigation, civil enforcement and 
collections.  Litigation resulting from water main breaks, sewer backups, civil service matters 
and torts are not included.  The service level agreements with the water and wastewater 
departments will be modified to clarify what types of legal services are covered.  The term 
“enhanced” only appeared in the service level agreement with the water department, and will be 
deleted.  Please check with the chief or head deputy of the unit if there is a question whether a 
particular case or activity is covered by a service level agreement. 
 
Recommendation No. 4:  The City Attorney’s Office should implement procedures to emphasize 
the ethical integrity of City procedures and practices.  Employees who participated in 
inappropriate practices in the past should be evaluated.  Training should be provided.  Persons 
should be identified for employees to contact regarding questionable instructions from 
supervisors. 
 
 The City Attorney has implemented a procedure to emphasize ethical integrity through 
his Internal Controls Policy and Memorandum of Internal Controls dated July 31, 2006.  Those 
employees remaining with the City Attorney’s Office who were responsible for past billing 
policies are being evaluated.  Additional training on ethics will be announced soon.  All City 
Attorney personnel are directed to report any questionable instructions regarding billing or other 
improprieties directly to the City Attorney. 
 
Recommendation No. 5:  The City should explore upgrading its payroll system to provide a more 
accurate allocation of costs, identify projects and activities, and accommodate hours of service 
for salaried personnel in excess of 80 hours a pay period. 
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 Currently, salaried personnel are limited to recording up to 8 hours a day, 40 hours a 
week, and 80 hours a pay period, regardless of the number of hours actually worked.  Time cards 
which deviate from these restrictions are rejected by the system.  The current time card system is 
an impediment to salaried personnel billing on an actual hour basis. 
 
 This recommendation has broader implications beyond the City Attorney’s Office, 
insofar as many other departments that charge the water and wastewater departments also have 
salaried staff.  The City Attorney’s Office is working with the Personnel Director and Auditor’s 
Office to explore ways to either modify or eliminate the current timecard system for salaried 
staff. 
 

CONCLUSION 
 
 MHM indicated the difference between the budgeted amounts of the service level 
agreements and the actual hours worked fostered an environment where ethical conflicts arose 
between management of the City Attorney’s Office and its employees.  Implementation of 
MHM’s recommendations is intended to relieve that tension by establishing clear billing 
guidelines consistent with generally accepted accounting principles, exploring alternative 
methods of tracking time to more accurately reflect actual hours worked, and ensuring that the 
water and wastewater departments are only charged for the services they receive. 
 
 It is anticipated that the procedures set forth in this memorandum will be implemented 
office-wide and made applicable to all City Attorney's Office personnel who bill their time to 
other City departments.  Details regarding such implementation will be distributed as they 
become available. 
 
 
 
 
 
 
 
  


